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OVERSIGHT HEARING ON “HOW THE FED-
ERAL POWER MARKETING ADMINISTRA-
TIONS ARE IMPLEMENTING THE ENERGY
POLICY ACT OF 2005 AND AN ASSESSMENT
OF THE PROPOSED FISCAL YEAR 2007
BUDGETS FOR THESE AGENCIES”

Wednesday, March 1, 2006
U.S. House of Representatives
Subcommittee on Water and Power
Committee on Resources
Washington, D.C.

The Subcommittee met, pursuant to call, at 2:06 p.m. in Room
1324, Longworth House Office Building. Hon. George Radanovich
[Chairman of the Subcommittee] presiding.

Present: Representatives Radanovich, Napolitano, Cubin,
DeFazio, Inslee, McMorris, Musgrave, Pearce, and Walden.

STATEMENT OF THE HONORABLE GEORGE RADANOVICH, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF
CALIFORNIA

Mr. RADANOVICH. Good afternoon. The oversight hearing on the
Subcommittee on Water and Power will come to order.

This Subcommittee is meeting today to hear testimony on the
topic of how far the Federal Power Marketing Administrations are
implementing the Energy Policy Act of 2005, and an assessment of
the proposed Fiscal Year 2007 budgets for these agencies.

Today's hearing focuses on the value of Federal hydropower gen-
eration and transmission to our nation’s communities.

Although Federal power generation seems to decrease every year
due to drought, environmental regulation and other factors, it still
provides an important resource for many communities. In addition,
the Federal transmission infrastructure continues to grow in im-
portance every year. In light of these historic and future values, it
is no surprise that the energy bill signed into law by President
Bush last year acknowledged the future rules of the Federal power
program.

We are joined here today by a host of “on-the-ground” experts
who see the daily impacts of Federal electricity generation and
transmission. They are the eyes and ears of the Federal program
who know firsthand what it takes to keep the lights on and
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maintain consumer satisfaction. As | have often said, Congress
needs to hear more from these “outside the Beltway” types and
today's hearing topic is a good example of why.

Because | cannot stay here for today's hearing, I am going to
hand the gavel over to the Subcommittee’s very able Vice-Chair,
Cathy McMorris. Cathy, whom you know, Cathy knows firsthand
about the value of Federal power in the Pacific Northwest and she
is a proven leader in defending her constituents from the “inside
the Beltway” theoretical ideas of the Office of Management and
Budget.

Cathy, I look forward to working with you in the coming year,
and just happy to have you as my Vice-Chairman, and with that
I want to thank today’'s witnesses for their leadership and ask our
new Vice-Chairman to make a few comments. Cathy.

[The prepared statement of Mr. Radanovich follows:]

Statement of The Honorable George P. Radanovich, Chairman,
Subcommittee on Water and Power

Today's hearing focuses on the value of federal hydropower generation and trans-
mission to our Nation’s communities.

Although federal power generation seems to decrease every year due to drought,
environmental regulation and other factors, it still provides an important resource
for many communities. In addition, the federal transmission infrastructure con-
tinues to grow in importance every year. In light of these historic and future values,
it's no surprise that the energy bill signed into law by President Bush last year ac-
knowledged the future roles of the federal power program.

We are joined here today by a host of “on-the-ground” experts who see the daily
impacts of federal electricity generation and transmission. They are the “eyes and
ears” of the federal program who know firsthand what it takes to keep the lights
on and maintain consumer satisfaction. As I've often said, Congress needs to hear
more from these “outside the Beltway” types and today’s hearing topic is a good ex-
ample of why.

Because | cannot stay for today's hearing, | am going to hand the gavel over to
the Subcommittee’s very able Vice-Chair, Cathy McMorris. Cathy knows firsthand
about the value of federal power in the Pacific Northwest and she’s a proven leader
in defending her constituents from the “inside the Beltway” theoretical ideas of the
Office of Management and Budget. With that, | thank today's witnesses for their
leadership and ask our new Vice-Chair to make a few comments.

STATEMENT OF THE HONORABLE CATHY McMORRIS, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF
WASHINGTON

Ms. McMorris [presiding]. Thank you very much, Mr. Chair-
man. | am really excited to be the Vice-Chair of the Subcommittee
and have the opportunity to serve in this position, and Chair this
meeting today.

Many people unfamiliar with the Federal power program think
of Federal power as a relic of the past or about the days of Frank-
lin D. Roosevelt’s rural electrification program. I can tell you first-
hand that Federal power is very much alike and kicking in my dis-
trict in the greater Pacific Northwest, where 40 percent of elec-
tricity sales and 75 percent of the transmission come from the Bon-
neville Power Administration.

Today's Federal power program plays a major role in regional
markets. From Metaline Falls, Washington, to Marietta, Georgia,
and from Moorehead, Minnesota, to Waco, Texas, communities and
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businesses continue to depend on the benefits of low-cost Federal
power.

Last year the Administration knocked on the front door again by
calling for market-based rates. It too failed. This year, a novel back
door approach is being tried to further hamper Bonneville—one
that would circumvent Congress and raise rates in areas already
hard hit by increased rates, and | will fight to make sure this fails
too.

The Administration’s proposal of requiring Bonneville to use sur-
plus revenues to reduce debt sounds good on paper, but it ignores
the reality that debt is already being repaid. It also raises elec-
tricity consumer rates by 10 percent by mandating that surplus
revenues can only be used for debt reduction and not rate reduc-
tion. This is yet another Washington, D.C. gimmick that will hurt
Northwest consumers and cripple an agency that needs financial
flexibility.

It also hurts businesses like Ponderay Newsprint in my district,
which is already paying $400,000 more for electricity than it did
five years ago. To ask businesses and other end-use consumers to
pay even more should not be the business of the Federal govern-
ment. | will work with my colleagues to ensure that this proposal
meets the fate of the other ill-conceived measures.

This proposal is even more logic free when you put into context
with the 45 percent rate increase over the past five years brought
on by drought, California market problems and endangered species
requirements.

While no one disagrees with the need to protect endangered fish,
the costs associated with Judge Redden’s summer spills are stag-
gering. In the summer of 2004, Bonneville estimated that it cost
$77 million in foregone generation so that ultimately 20 salmon
could later return to spawn. If you do the math on this mandated
spill, each salmon cost $3.85 million.

Bonneville estimated that last year’'s court-mandated spill would
have cost somewhere between $250,000 and $3 million per fish, to
benefit anywhere from 25 to 300 salmon.

I guess that means we are getting better in terms of lowering the
cost—or what | refer to as “salmon taxes”"—but it is still expensive
salmon either way, especially for the ratepayers who absorb these
costs. It is safe to say that when the lights are in the Pacific North-
west, the salmon meter is literally running.

For this reason, | strongly believe that our ratepayers have a
right to know how much Endangered Species Act compliance is
costing them. | will soon introduce a bill that allows Bonneville and
other PMS as to make their ESA costs more transparent to their
wholesale consumers. Consumers deserve to know what they are
paying for and this bill will do just that.

In conclusion, I am pleased to announce that one of my constitu-
ents, Mr. Dan Peterson, of Pend Oreille Public Utility District, will
testify about these rate issues and hydropower relicensing. | wel-
come you, Dan, and appreciate you traveling all this way to help
educate Congress on these issues.

I also want to welcome Steven Wright, the Administrator of the
Bonneville Power Administration. Steve’s knowledge base and hard
work on behalf of Bonneville and its ratepayers is commendable.
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Like Chairman Radanovich, | agree that it is important to hear
from witnesses who deal with these issues every day from the real
world and not from the cubicles of OMB. With that, | look forward
to hearing from the witnesses today.

I would now like to recognize the Subcommittee’s distinguished
Ranking Minority Member, Grace Napolitano, for her opening
statement.

[The prepared statement of Ms. McMorris follows:]

Statement of The Honorable Cathy McMorris, Vice-Chair,
Subcommittee on Water and Power

Many people unfamiliar with the federal power program think of federal power
as a relic of the past or about the days of Franklin Delano Roosevelt's rural elec-
trification program. | can tell you firsthand that federal power is very much alive
and kicking in my district and in the greater Pacific Northwest, where 40 percent
of electricity sales and 75 of the transmission come from the Bonneville Power Ad-
ministration.

Today's federal power program plays a major role in regional markets. From
Metaline Falls, Washington to Marietta, Georgia and from Moorehead, Minnesota
to Waco, Texas, communities and businesses continue to depend on the benefits of
low-cost federal power.

Despite this, some in Washington, DC continue their quest to undermine the
PMAs. In the 1990's, a frontal assault was waged to dissolve the agencies. It failed.
Last year, the Administration knocked on the front door again by calling for “mar-
ket-based” rates. It too failed. This year, a novel, backdoor approach is being tried
to further hamper Bonneville—one that would circumvent Congress and raise rates
in areas already hit hard by increased rates. And | will fight to make sure this fails
too.

This Administration proposal of requiring Bonneville to use surplus revenues to
reduce debt sounds good on paper, but it ignores the reality that debt is already
being repaid. It also raises electricity consumer rates by 10 percent by mandating
that surplus revenues can only be used for debt reduction and not rate reduction.
This is yet another Washington, DC gimmick that will only hurt Northwest con-
sumers and cripple an agency that needs financial flexibility.

It also hurts businesses, like Ponderay Newsprint in my district, which is already
paying $400,000 more for electricity than it did five years ago. To ask businesses
and other end-use customers to pay yet even more should not be the business of
the federal government. I will work with my colleagues to no end to ensure that
this proposal meets the fate of other ill-conceived measures.

This proposal is even more “logic free” when you put it in context with the 45
percent rate increase over the past five years brought on by drought, California
market problems and endangered species requirements.

While no one disagrees with the need to protect endangered fish, the costs associ-
ated with Judge Redden's summer spills are staggering. In the summer of 2004,
Bonneville estimated that it lost 77 million dollars in foregone generation so that
ultimately 20 salmon could later return to spawn. If you do the math on this man-
dated spill, each salmon cost 3.85 million dollars. Bonneville estimated that last
year's court mandated spill would cost somewhere between 250,000 dollars and 3
million dollars per fish, to benefit anywhere from 25 to 300 salmon. | guess that
means we're getting better in terms of lowering costs—or what | refer to as “salmon
taxes,” but it's still expensive salmon either way, especially for the ratepayers who
absorb these costs. It's safe to say that when the lights are on in the Pacific North-
west, the salmon meter is literally running.

For this reason, | strongly believe that our ratepayers have a right to know how
much Endangered Species Act compliance is costing them. | will soon introduce a
bill that allows Bonneville and the other PMAs to make their ESA costs more trans-
parent to their wholesale customers. Consumers deserve to know what they are pay-
ing for and this bill will do just that.

In conclusion, I am pleased to announce that one of my constituents, Mr. Dan Pe-
terson, of Pend Oreille Public Utility District, will testify about these rate issues
and hydropower relicensing. | also want to welcome Mr. Steve Wright, the Adminis-
trator of the Bonneville Power Administration. Steve’s knowledge base and hard
work on behalf of Bonneville and its ratepayers is commendable. Like Chairman
Radanovich, | agree that it's important to hear from witnesses who deal with these



5

issues everyday from the real world and not from the cubicles of OMB. With that,
I look forward to hearing from our witnesses today.

STATEMENT OF THE HONORABLE GRACE NAPOLITANO, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF
WASHINGTON

Ms. NAPoOLITANO. Thank you, Madam Chairman, and like you, |
welcome our witnesses and those individuals that are sitting In the
audience listening, and hopefully being able to shed a lot more
light on this.

I do not profess to know much about the power administration,
et cetera, but | can certainly tell you from vantage point in South-
ern California we have some of the highest rates available to any-
body, and it is hard, even though we do have the economy, to be
able ;o substantiate to the ratepayer the increases wherever they
may be.

I think that as we move forward, and | will make this very brief,
I certainly want to thank Mr. Hosken from the Imperial Irrigation
District because | have gotten to know them through the committee
process for awhile now because of water, and congratulate you on
your new position. You are literally being dropped in today, | do
not know how many days you have been on the job, but welcome,
and we thank you for agreeing to be here to shed light on the area
that you represent that also impacts the rest of California.

I am hoping to listen to a lot more of the comments on the budg-
et documents, and | agree with you, Madam Chair, that this ad-
ministration has been looking for ways of making others pay for
budget deficits, and | think that is wrong. If this administration is
looking to do that, they need to substantiate, and furthermore, we
need to have it aired and have input from all areas before this goes
through, and one of my questions is going to be directed at finding
out where they get their authority.

Thank you, Madam Chairman.

Ms. McMoRRris. Are there any other Members who wish to give
opening statements? Mr. Walden.

STATEMENT OF THE HONORABLE GREG WALDEN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF OREGON

Mr. Walden. Thank you, Madam Chairman. | want to express my
strong opposition and that of the Northwest Congressional Delega-
tion to the Fiscal Year 2007 budget proposal which I believe will
increase electric rates in our region by nearly a billion dollars and
cost thousands of jobs.

I also continue to be opposed to third-party financing debt reclas-
sification in the Administration’s budget. This has been repeated
from last year’s budget, and was sent to the Hill in legislative form
in June of 2005.

More generally, | want to express my strong dissatisfaction that
the Office of Management and Budget once again inserts provisions
into the budget of the Bonneville Power Administration that are
harmful to the Pacific Northwest without so much as a single word
of consultation or discussion with this Member of Congress or oth-
ers who represent this region. 1 do not understand why we have
such a failure at communication.
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As a small business owner, | fully understand the result in rate
increase of 10 percent, raising power rates by $145 million a year,
cost retail consumers an additional $27 a year, decreases personal
income in the Northwest by $109 million, and could result in the
loss of 1,120 jobs. This economic blow to our region would be en-
tirely unwarranted, and yet destructive.

So Madam Chairman, | look forward to this hearing. 1 look for-
ward to finding out what we can learn about what the Administra-
tion intends and what they plan to do to address the concerns of
those of us from the Northwest who year after year have to fight
these battles in an effort to strengthen our economy, not weaken
it; preserve affordable power for our consumers, not jack up their
rates; and | have to tell you it is getting a little old, Madam Chair-
man, to have to fight this fight every year, and the latest proposal
is probably the worst | have seen. So | have some questions.

Before | conclude, I want to extend a warm welcome, however,
to the head of the Bonneville Power Administration, Steve Wright,
as well as to Dwight Langer, who is from Wasco County Public
Utility District. He has 34 years in the industry. He started when
he was 7—21 years as—it is an election year, he is a voter.

[Laughter.]

Mr. WALDEN. Twenty-one years as a General Manager. From
1993 to present, he is the General Manager of Northern Wasco
PUD. Prior to that he was with Peru Utilities in Peru, Indiana. He
is a member of the board of trustees of the Northwest Public Power
Association of Vancouver; past member of the Executive Committee
of the Public Power Council of Portland, Oregon; member of the
Oregon PUD Association; member of the American Public Powers
Association; has his B.S. from Indiana State University. So Dwight,
we are delighted you could join us today as well, and all of our pan-
elists, thank you for your testimony you are going to give us. The
insights and counsel are appreciated by all of us.

Thank you, Madam Chair.

Ms. McMorRris. Thank you.

Are there any other Members that want to make opening state-
ments?

At this time then | would like to introduce our first panel of wit-
nesses. First, Mr. Dan Peterson. He is Commissioner of Pend
Oreille County Public Utility District in Newport, Washington; Mr.
Mac McClennan, Vice President of External Affairs, Tri-State
Generation and Transmission, Denver, Colorado; Mr. James Pope,
General Manager, Northern California Power Agency, Roseville,
California; Mr. Dwight Langer, General Manager, North Wasco
County Public Utility District, The Dalles, Oregon; Mr. Charlie
Hosken, General Manager, Imperial Irrigation District, Imperial,
California; and Mr. Thomas Graves, Executive Director, Mid-West
Electric Consumers Association, Wheat Ridge, Colorado.

I would like to recognize Dan Peterson then for five minutes, and
all witnesses’ written statements will be submitted for the hearing
record. Please go ahead, Dan.
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STATEMENT OF DAN PETERSON, PEND OREILLE COUNTY
PUBLIC UTILITY DISTRICT, NEWPORT, WASHINGTON

Mr. PeETERsON. Madam Chair, Ranking Member Napolitano,
thank you, Members of the Committee, for this opportunity to
speak.

Here | am, a locally elected commissioner of a little utility in the
very far back corner of Representative McMorris's district. Here |
am to add my voice to the loud outcry we have already heard from
throughout the Pacific Northwest Congressional Delegation against
the Fiscal Year 2007 budget proposal that Bonneville Power Ad-
ministration surplus sales, or secondary revenues be used to repay
Treasury.

This proposal, if not withdrawn, will increase rates. Historically,
Bonneville's secondary revenues have been used to stabilize rates.
In a hydro system, dry years follow wet years, and financial flexi-
bility is critical.

Quite contrary to the proposal’s claim, sound business practices
have allowed these revenues to remain in the region and provide
that stability and flexibility, and at the same time Northwest rate-
payers have been faithfully continuing to repay their Federal debt
on time and with interest.

Now, I know that perhaps some of you are thinking rates are so
low in the Pacific Northwest, what Is the harm in raising them
some?

Well, actually, rates are no longer as low as they once were in
the Northwest. They have been rising rapidly as we continue to
pay for the cost of the west coast energy crisis, and as we build
new generation to serve a growing region, that generation is more
expensive.

But even if our rates are among the lowest in the nation, why
raise them arbitrarily and force businesses out of the region, and
possibly overseas? Remember that the Federal hydropower system
was built to attract and keep business and industry in the U.S.

The President in his recent State of the Union Address cited
energy independence and weaning ourselves off foreign oil and
showcasing our renewable resources. Why would that administra-
tion want to increase the cost of a large, clean, renewable domestic
resource?

This proposal is not good energy policy. It is not good economic
policy, and it is certainly contrary to a national goal of energy inde-
pendence.

I will end by mentioning Endangered Species Act reform. Pend
Oreille Public Utility District has recently received a new license
from FERC for our Box Canyon Dam, a 72 megawatt run-of-the-
river hydroelectric project on the Pend Oreille River.

We are beginning to implement the nhumerous mandatory condi-
tions that have been imposed by Federal agencies along with our
license from FERC. We have found ESA-related processes to be in-
consistent and lacking in both sound science and common sense.

We understand that Chairwoman McMorris is introducing legis-
lation to encourage Bonneville and the other PMAs to have greater
transparency in regard to ESA-related costs. We certainly support
that, and Madam Chair, we will do all we can to assist you in
advancing that legislation.
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Thank you very much for this opportunity to speak, and | too do
not yet know all there is to know on anything, and so | look for-
ward not only to the remaining witnesses, but to the Committee’s
comments as well as questions. Thank you very much.

[The prepared statement of Mr. Peterson follows:]

Statement of Dan Peterson, Commissioner,
Pend Oreille County Public Utility District

Chairman Radanovich, Ranking Member Napolitano, Vice-Chair McMorris, and
members of the Subcommittee:

Thank you for the opportunity to testify. | offer the following written comments
on behalf of my local utility and my county’s citizens who have elected me Commis-
sioner. As a past President of the Washington Public Utility Districts Association
and current chair of the association’s Legislative Committee, | also speak from a
statewide PUD perspective. And, as a utility member of the region’s Public Power
Council, | support the broader interests of Public Power throughout the Pacific
Northwest.

Pend Oreille County is located in the very northeast corner of Washington State’s
Fifth Congressional District, which is represented by Congresswoman McMorris and
shares borders with both Idaho and British Columbia. Our county is nearly 60% fed-
eral lands, and that percentage is even higher in our larger northeast region. Five
counties in Representative McMorris’ District have PUDs that provide electric,
water, sewer, and telecommunication services.

Our county of 1400 square miles has 12,000 residents; the Public Utility District
serves electricity throughout the County to about 8000 customers. In addition to our
own non-federal hydroelectric resources on the Pend Oreille River, the PUD pur-
chases power from the Bonneville Power Administration (BPA) to supply a large
newsprint plant.

In my testimony, | will address three issues:

1. The Administration’s Fiscal Year 2007 budget proposal regarding BPA's sur-

plus revenues and third-party debt

2. Longer-term federal power matters

3. The Endangered Species Act reform

First, in regard to the Administration’s budget proposal that BPA's surplus reve-
nues above $500 million be used to repay Treasury:

BPA supplies a quarter of my utility’s total energy needs and is nearly half of
our total energy cost, with an annual BPA bill of approximately $10 million.

Historically BPA surplus revenues have served to stabilize BPA’'s wholesale power
rates. The large federal hydropower system in the Northwest is subject to variable
water flow conditions. There are good water years producing surplus revenue, and
there are dry years that may fall short of revenue projections. This proposal would
limit BPA's flexibility of taking advantage of the good years to deal with the bad
years. Contrary to the budget proposal’s claim, “sound business practice” has al-
lowed surplus revenues to remain in the region and help stabilize rates. At the same
time, our ratepayers have continued to faithfully repay federal debt on time and
with interest.

Moreover, BPA has voluntarily made more than $1.46 billion in early payments
on its federal debt obligation, without raising rates. That made good business sense
for BPA and good economic sense for the region. But what other business would vol-
untarily increase rates and costs to its customers to pay off debt ahead of schedule,
as the OMB proposes?

Some argue that electricity rates in the Northwest are too low to begin with, and
there is no harm in raising them. But our rates are not as low as they once were.
We have taken a tremendous hit from the Western energy crisis, which we are
still—resentfully—paying off. Also, as a fast-growing region, the Northwest and the
West have had to add new and expensive generation. Some claim that average resi-
dential rates of BPA customers have recently moved close to or even above the na-
tional average.

History reminds us that the hydropower system was built to attract businesses
and keep industry in the U.S. Even if our region did have the lowest rates in the
nation, why would the Administration artificially raise those rates and force busi-
nesses out of the region, possibly overseas?

The Northwest produces much of the cleanest power in the nation. The President
in his recent State of the Union Address stressed energy independence. At a time
when the President is urging our nation to wean itself off foreign oil and showcase
renewable energy, it makes no sense to arbitrarily increase the cost of a large, clean,
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domestic, hydro resource. This isn't good energy policy or economic policy, and it is
contrary to the national goal of energy independence.

Although the dollar impact of the budget proposal may be relatively small in my
utility’s case because we purchase a specialized “Slice” product from BPA, this budg-
et proposal, if implemented, will raise BPA rates. It sets bad precedent hurts my
neighbor PUDs, and could do unnecessary damage to the Pacific Northwest region.

| join the strong bipartisan opposition being expressed by the Northwest congres-
sional delegation. With them, | am extremely disappointed that OMB and DOE
have re;ljeatedly ignored the substantive concerns we raise about Bonneville-related
proposals.

On another budget matter, we again oppose the OMB proposal to change the ac-
counting treatment of third-party financing arrangements Bonneville has used to fi-
nance transmission infrastructure improvements in the Northwest. OMB proposed
this last year, and the Northwest expressed opposition then as well.

According to DOE, the main purposes of the surplus revenue proposal described
above are to allow more financial flexibility for BPA and to help build more trans-
mission infrastructure. While | agree with those goals, this third-party financing
proposal runs completely counter to that. If third-party arrangements were to count
against Bonneville’s borrowing authority, it would effectively end financing arrange-
ments, such as the successful Shultz-Wautoma electric transmission line project,
which could effectively bring regional transmission investment to a halt and would
lead to dramatic electric rate increases.

The proposal also makes no sense because third-party financial transactions cre-
ate no taxpayer liability. The ratepayers of the Pacific Northwest—not the United
States Treasury—secure Non-federal bonds backed by Bonneville, such as those
issued by third parties.

Second, with regard to the long-term outlook for the federal power program, |
have these thoughts:

e Long-term contracts for BPA power are in the best interest of customers and
the federal government. They benefit the federal government because they as-
sure BPA of a continuing revenue stream to repay to the Treasury the invest-
ment in the facilities. They benefit customers because they provide resource cer-
tainty. Administrative burdens associated with short-term contracts are reduced
for both parties.

e Solutions to energy problems are best formed when we develop a consensus on
BPA-related issues In the Northwest before coming to the delegation and to
Congress. Similarly, the region benefits when the delegation develops a bi-par-
tisan position on energy issues and works together to protect our valuable Co-
lumbia River system. Over the years, the House Northwest Energy Caucus has
done a terrific job of developing consensus positions on BPA matters. Northwest
consumers are the beneficiaries of those actions.

Third, in regard to the Endangered Species Act:

Pend Oreille PUD recently received a new FERC license for our Box Canyon dam,

a 72-megawatt run-of-the-river project on the Pend Oreille River. We are beginning
to implement the numerous mandatory conditions of various Federal agencies. We
have found ESA related processes to be lacking in consistency and sound science.
The following items detail our experience:

e Local control is lost as decisions are made far away in regional headquarters
or Washington D.C. Stakeholder comments rarely altered draft federal docu-
ments in our case. Motives remain suspect because only one small reservoir in
a huge river basin unit was designated as critical habitat. Only our project
area—where a FERC relicensing was ongoing and agencies could benefit from
the financial opportunity—was designated critical habitat.

e Rules are applied inconsistently. Our project area does not have bull trout popu-
lations, yet we are being forced to spend millions of dollars for mitigation. Areas
without bull trout are given protected status, while areas with bull trout are
not.

e Decisions lack sound scientific basis. We must plan enormously expensive fish
ladders for bull trout, but there are no fish to study to learn their habits and
preferences, and no surrogate species exist. In an ultimate irony, while the fed-
eral government mandates our expenditure of millions of dollars for bull trout
restoration, it continues to fund a tribal hatchery for bass, a species that eats
bull trout! Furthermore, bass live in warm water; bull trout thrive in cold
water. Studies establishing historical warm/cold and fast/slow water habitat
conditions have been ignored.

e In general, land and water protection advocates seem to use ESA as a cover for
keeping areas wild and pristine, rather than for actually preserving species.
Listings result in a self-perpetuating, never-ending business. Given the
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questionable presence of an endangered species in our project area, it is terribly
disconcerting when federal agencies appear more interested in dollars than the
actual existence of a species. It feels to me like extortion!

e Costs are not evaluated against human impacts. Our 8000 ratepayers—in a
county where the average annual per capita personal income is barely
$22,000—could face a bill of $50 million or more for ESA related passage, habi-
tat, and lost generation. Will the expense ever provide a real benefit?

We understand that Chairwoman McMorris will be introducing a bill soon that
will provide some transparency on how much BPA and other PMAs spend on ESA
costs. We support this legislation and look forward to helping the chairwoman ad-
vance it.

Thank you for this opportunity to submit this written testimony. If | can be of
any further assistance to the committee, | am willing and available.

Ms. McMoRRris. Thank you very much.
Mr. McClennan.

STATEMENT OF MAC McCLENNAN, VICE PRESIDENT OF
EXTERNAL AFFAIRS, TRI-STATE GENERATION AND TRANS-
MISSION ASSOCIATION, DENVER, COLORADO

Mr. McCLENNAN. Dan certainly puts a lot of pressure on the rest
of us.

Chairman McMorris, Ranking Member Napolitano, Members of
the Subcommittee on Water and Power, | appreciate the oppor-
tunity to testify today.

My name is Mc McClennan. | am the Vice President of External
Affairs at Tri-State, which is a power supply cooperative for nearly
all of the cooperatives in Colorado, Nebraska, Wyoming, and New
Mexico. So Tri-State and its members provide about a million rural
electric consumers in that four-state region with power. To do that,
we are one of the largest customers of Western Area Power Admin-
istration, and so your review of their budget and look at it is cer-
tainly very important to us.

I would like to emphasize though, however, Tri-State has a very
good longstanding relationship with Western. We have developed
relationships where we work with them to look at their budgets,
future planning expenditures, our issues as we go forward, to be
able to keep the system operating.

However, even having said that we do have issues as it relates
to this year’'s 2007 President’s budget, and | am just going to touch
on two of those issues.

In Tri-State’s case, we operate both in the Missouri River Basin
side and we also operate in the Colorado River side, and so we
have distinct set of issues in both of those regions.

Two issues | will just raise on the budget front is in the Presi-
dent’s budget there is a thing called “Pick-Sloan cost reallocation”,
which is probably more appropriate for tomorrow, but an issue
called “security cost” which impact us.

With respect to cost reallocation, it is an issue really where the
attempt by the Administration to have power pay for irrigation
costs. Power already in today’s world pays for 85 percent of the irri-
gation costs in the Pick-Sloan region. What is in the proposed
budget would move another additional $23 million annually to the
power customers. | think that is an unfair movement and a pay-
ment that the power customers ought not to pick up.
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On the security cost side, in 2002, the Commissioner of Reclama-
tion, Commissioner Keys indicated that those costs associated with
security really ought to be non-reimbursable.

We agree. Security for the Federal generating and delivery facili-
ties is of national concern and should therefore be funded from
non-reimbursable appropriated funds. However, we continue to see
paying for security costs creep into budget proposals for power
rates.

Tri-State urges this Committee and Congress, as you continue to
review and look at agency budgets both today and tomorrow, to
make sure that as we look at those the development of those pro-
posals ensure a fair allocation and provide some funding certainly
for those people who are picking up the tab, namely, those of us,
the stakeholders.

I want to talk for just a moment as well, while I have a moment,
to talk about the drought. Colorado River Basin is in its sixth year
of consecutive year of drought. It reached its lowest level since
1969 in April of 2005. It is approaching minimum generation pool.

Why do we care? Well, while the hydrology is getting a little bit
better, if in fact we get to minimum general pool there are signifi-
cant economic consequences for the customers and the members
they serve. There is also a significant consequences for the non-
power programs that are funded by those power revenues.

Our concern is that as we continue to go down this path as the
generation continues to decline at Glen Canyon, we are in a situa-
tion where the power users potentially could pick up non-power
programs on the Colorado River. From a public policy standpoint,
these programs really are intended for the benefit of the environ-
ment, the benefit of the public, and therefore one of the things as
we continue to move forward and look forward to working with this
committee as the drought, if it continues, is how we work on those
programs to continue to maintain them as we go forward.

The final issue | want to address and it was referenced in the
beginning and it is referenced in the title is this idea of Western’s
implementation or WAPA's implementation of the Energy Policy
Act.

In our region, WAPA has initiated efforts to upgrade capacity for
the transmission of electricity in our region. We support that.
Western is trying to engage in processes that explore expanding
and expediting the development of transmission capacity in the
inner-mountain west.

Along those lines Tri-State, along with Western, has initiated a
joint transmission project in the eastern plains of Colorado and the
western half of Kansas called the Eastern Plains Transmission
Project. It will include nearly 700 miles of new high-voltage trans-
mission system to relieve existing transmission constraints and to
meet future load growth in the region.

The participation of Western in this project we believe will serve
to enhance the regional system, expedite the permitting of the
project, and provide the opportunity for increased renewable gen-
eration development in the West.

We believe this is a prime example of the type of partnerships
that Congress envisioned in the Energy Policy Act passed last year.
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Mr. Chairman, | think it is a great opportunity for us to be able
to move forward.

In closing, | just want to say thank you for holding this hearing
today, recognize Congresswoman Musgrave, who is in our district,
Mr. Pearce, Congressman Pearce, who is in it as well, and appre-
ciate their efforts as we move forward. So thank you.

[The prepared statement of Mr. McClennan follows:]

Statement of Mac McClennan, Vice President of External Affairs,
Tri-State Generation and Transmission Association, Denver, Colorado

Chairman Radanovich, Ranking Member Napolitano and members of the House
Subcommittee on Water and Power, | appreciate the opportunity to appear before
you today representing Tri-State Generation and Transmission Association, Inc. and
to share our views on the Power Marketing Administrations implementation of the
Energy Policy Act of 2005 and the proposed Fiscal Year 2007 budget for these agen-
cies.

My name is Mac McLennan, and | am the Vice President of External Affairs for
Tri-State Generation and Transmission Association, a not-for-profit wholesale power
supply cooperative that provides electricity to forty-four member distribution co-
operatives in Colorado, Nebraska, Wyoming and New Mexico. As Vice President, |
oversee Tri-State's government relations, communications and external association
activities. Tri-State is based in Westminster, Colorado, and has facilities and em-
ployees throughout the four-state region. Tri-State provides electric service through
our member distribution cooperatives to more than one million electric customers,
primarily located in rural communities. Tri-State is one of the largest customers of
hydroelectricity generated by the Bureau of Reclamation and the Army Corps of En-
gineers in the interior West and distributed by the Western Area Power Administra-
tion (Western) at facilities in the Colorado River Storage Project as well as the Pick
Sloan Missouri Basin Project.

I would like to emphasize that Tri-State has had a very positive, long-standing
working relationship with Western. We have worked together on joint transmission
projects to improve efficiencies for the benefit of the end-use consumers. We have
worked with other power customers to develop a Memorandum of Understanding
with our federal power partners, Western, the Bureau of Reclamation (USBR) and
the Army Corps of Engineers that provides the opportunity for our input into
planned future expenditures in the federal power program. We appreciate the exper-
tise and professionalism of our federal partners and the combined efforts to keep
the federal facilities operating efficiently and cost effective.

As | mentioned earlier, Tri-State receives a power allocation from the Pick Sloan
Missouri Basin Project as well as the Colorado River Storage Project. Tom Graves,
Executive Director of Mid-West Electric Consumers Association, of which Tri-State
is a member, is on the panel testifying today, and we endorse the testimony that
he is presenting. | want to make special emphasis regarding his comments on the
inequity of the proposed Pick Sloan Cost Reallocation in the President’s budget.
Power entities are already paying over 85% of the irrigation costs for Pick Sloan
irrigation and it is unfair to shift an additional $23 million annually to the power
customers. While not contained in this years budget request for Western, Tri-State
supports the concept of Net Zero to provide annual funding for Western, providing
it can be done in a way that provides for appropriate congressional oversight and
customer involvement.

I would like to now turn to some crucial issues for the Colorado River Storage
Project (CRSP). They include the ongoing drought and purchased power impacts; the
role of Glen Canyon Dam operations in adaptive management for the Grand Can-
yon; the operational impacts and costs from environmental processes for the
Aspinall EIS now underway; and federal infrastructure security costs. Tri-State is
a member of the Colorado River Energy Distributors Association (CREDA) which
represents us on CRSP issues.

DROUGHT IN THE COLORADO RIVER BASIN

The Colorado River Basin is in its sixth consecutive year of drought. In the 100
years of record keeping by the Bureau, there have never been six consecutive years
of drought. Lake Powell reached its lowest level since 1969 on April 5, 2005, 144
feet below full pool. It was approaching minimum power generation level. The hy-
drology has improved since the spring of 2005, but there is still a chance this level
could be reached as soon as 2007. If minimum power generation level is reached,
there will be little CRSP generation available to the CRSP contractors. This will
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have significant economic consequences for the CRSP contractors and the customers
they serve, as well as for a number of other non-power programs that are funded
with CRSP power revenues.

THE UPPER COLORADO BASIN FUND AND DROUGHT IMPACTS

The Basin Fund is a revolving fund maintained by CRSP power revenues. The
Basin Fund is the source of CRSP project repayment, including: repayment of the
capital investment with interest, operation, maintenance and replacement expense,
95% of the irrigation investment, and the USBR and Western employee salaries
(about $80 million annually). In addition, the Fund has been the economic source
for other “non-power” programs:

o Nearly $18 million for the Colorado River Salinity Control Program;

e $179,577,774 for the Glen Canyon Adaptive Management Program;

e $40,399,329 for the Upper Colorado River Basin and San Juan Basin Endan-

gered Fish Recovery Programs

The programs listed above cost about $20 million per year.

In addition, due to reduced generation levels from the CRSP resource, Western
has had to purchase power on the open market to meet its contractual require-
ments. Last year alone, they spent $50.5 million from the Upper Colorado Basin
Fund for replacement power. In order to maintain a sufficient Basin Fund level, in
October 2001, Western increased the CRSP rate 17%. In October 2003, Western re-
duced energy deliveries to its customers by 26%. Each customer has had to “make
up” the shortfall on its own. On October 1, 2005, Western increased the CRSP rate
nearly 23%.

NON-POWER RELATED PROGRAMS SHOULD BE FUNDED BY APPRO-
PRIATIONS, NOT CRSP CUSTOMERS

Tri-State is concerned that, when generation is ceased or close to being ceased at
Glen Canyon Dam, an effort will be made to require CRSP power users to fund the
non-power programs described above. This would, in effect, be a subsidy from the
electric consumers in six Western states to all the parties that benefit from the Sa-
linity Control, Adaptive Management and Endangered Species Recovery programs
on the river.

Instead, the non-power programs should seek appropriations from Congress to
fund activities when the Basin Fund is depleted. Further, the Basin Fund should
be limited to “the basics,” namely, those costs that are mandated by law to be repaid
by the Fund. The Glen Canyon Adaptive Management Program authorizes, but does
not mandate, the use of CRSP power revenues for program funding. The Endan-
gered Fish Recovery Programs legislation requires the Bureau and WAPA to seek
appropriations in times of financial need.

From a public policy standpoint, these programs are intended to benefit the envi-
ronment, which is in the public interest, and therefore should be funded by appro-
priations. Providing appropriations for these programs would assist in maintaining
the Basin Fund's solvency.

GLEN CANYON DAM/ADAPTIVE MANAGEMENT

In 1989 the Department of Interior initiated an Environmental Impact Statement
(EIS) process that produced a Record of Decision (ROD) and was signed by the Sec-
retary of Interior in 1996. It created an alternative dam operating plan that was
intended to permit recovery and long-term sustainability of downstream resources
while limiting hydropower capacity and flexibility only to the extent necessary to
achieve recovery and long “term sustainability. The Adaptive Management Work
Group (AMWG) was created which is a 23-member stakeholder federal advisory
committee charged with making recommendations to the Secretary of the Interior
regarding dam operations and management actions necessary to achieve the intent
of the EIS/ROD. Of particular note is that science is now finding that pre-ROD as-
sumptions regarding dam operation effects on humpback chub were wrong and that
fluctuating flows (providing load following) may actually benefit the chub by impact-
ing predator populations. In 2000, Congress included language in the appropriations
bill which capped the amount of CRSP power revenues that can be used to fund
this program. In the summer of 2001, experimentation on water flows cost $23 mil-
lion, funded by CRSP power customers. In November 2004 a high-flow test was ini-
tiated with the intent of improving sediment conditions; the cost was nearly $2 mil-
lion. Since CRSP power revenues are the funding source for this program—and
given ongoing drought impacts—it is imperative that any experimentation enhance
power production. It is now time, after 12 years of monitoring and research, to en-
hance hydroelectric power production from this renewable resource. Unfortunately,
on February 15, 2006, several environmental groups filed suit in U.S. District Court,
District of Arizona against Interior Secretary Gale Norton and the Bureau of
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Reclamation to challenge the current management operations and reopen an envi-
ronmental review. This could significantly impact operations on the Colorado River.

ASPINALL EIS UNDERWAY / BLACK CANYON OF THE GUNNISON

The USBR has begun a scoping and cooperating agency process for an EIS on the
operation of the Aspinall Unit of the CRSP. The Aspinall units are on the Gunnison
River a tributary to the upper Colorado River. The effort is to review the impacts
of river flows and make flow recommendations for endangered fish. Tri-State be-
lieves the Upper Basin Recovery Program should be the primary focus of recovery
efforts. Complicating the process is ongoing litigation by environmental interests in
an attempt to overturn a memorandum of understanding between the Interior De-
partment and the State of Colorado (April, 2002). Oral arguments will be held in
early March 2006. Tri-State is concerned that these issues clearly overlap and need
to be resolved in tandem, so as to avoid a “second bite of the apple” situation with
regard to Gunnison flows. The EIS will take three to four years.

FEDERAL INFRASTRUCTURE SECURITY COSTS

In April 2002, USBR Commissioner Keys issued a policy statement indicating
that the increased security costs for federal dams as a result of the events of Sept.
11, 2001, should be non-reimbursable. Security of these federal generating and de-
livery facilities is a national concern and should therefore be funded from non-reim-
bursable, appropriated funds. The FY 2006 Omnibus Appropriations Bill contains
language providing that $10 million of the costs of guards and patrols will be reim-
bursable, slightly less than half of what USBR requested. The USBR must provide
a report to Congress delineating its proposed allocation and reimbursement meth-
odologies. Tri-State urges this Committee and Congress to continue to review and
work with the agencies on the development of proposals to ensure a fair allocation
and to provide some certainty to the funding stakeholders.

IMPLEMENTING THE ENERGY POLICY ACT

The final issue that | would like address is the implementation of the Energy Pol-
icy Act by Western. Western has initiated a process to look at upgrading the capac-
ity for transfer of electricity in Wyoming and Colorado. We support Western's efforts
to engage in processes that explore expanding and expediting the development of
transmission capacity in the intermountain West. Along those lines, we have initi-
ated a joint transmission project with Western. Tri-State has signed a contract to
partner with Western in a much needed transmission project on the eastern plains
of Colorado and western Kansas referred to as the Eastern Plains Transmission
Project. Over 700 miles of new high-voltage transmission lines are envisioned that
will relieve existing transmission constraints and meet future load growth. The
Eastern Plains Transmission Project will meet the transmission needs of Tri-State
in its development of new baseload power generation in the region as well as pro-
vide much needed opportunities for new renewable development in the area. The
participation of Western in this project will serve to enhance the regional system,
expedite the permitting of the project and provide the opportunity for increased gen-
eration development. Tri-State appreciates the expertise provided by Western in this
joint venture and believes this is a prime example of the type of partnerships envi-
sioned in the Energy Policy Act passed last year.

Mr. Chairman, in closing, | would like to thank you for holding this hearing today
and providing Tri-State with the opportunity to express our views on significant
issues affecting us, our member systems and ultimately the end-use consumers.

Ms. McMoRRris. Thank you.
Mr. Pope.

STATEMENT OF JAMES POPE, GENERAL MANAGER,
NORTHERN CALIFORNIA POWER AGENCY, ROSEVILLE,
CALIFORNIA

Mr. Pope. Thank you, Madam Chairman, and the Members of
the Committee. | really appreciate the opportunity to testify here
today on these issues.

A little bit about NCPA. It is a joint action agency in Northern
California, and our members are pretty diverse. We have BART in
the Bay Area, the Port of Oakland, City of Santa Clara, Palo Alto,
and Alameda in the Silicon Valley, Lodi, Biggs, Gridley, Redding,



15

and Turlock Irrigation District in the Central Valley. We are a very
strong dynamic partnership in our joint action agency, and we real-
ly want to continue that dialog with Western and with the CVP
customers to forge this partnership between the customers and
Western.

I have six points | would like to cover in my remarks.

First of all, security costs must be allocated properly and close
overseen. NCPA is willing to create a cost-sharing partnership for
reclamation’s post-September 11 security costs. However, it is vi-
tally important that the allocation of these costs per project reflect
the uses of the project and are divided accordingly. The costs must
be quantifiable, and the customers of these projects must provide
adequate cost review and input.

However, we only feel that security costs should be collected for
the national critical infrastructure facilities. Only costs for these fa-
cilities should be up for allocation.

The President’s budget removed the $10 million cap on reimburs-
able security measures which Congress put in place last year. This
cap should be preserved.

Second, the Bureau is seeking to require customers to provide
up-front funding for power share of these costs without adequate
consultation or analysis to determine if this could be properly cred-
ited to our bills.

These two issues warrant the Subcommittee’s careful review and
consideration.

My second point, OMB’s interest rate sets a bad precedent and
is just flat bad policy. The Office of Management and Budget's
agency rate proposal may have a nominal impact on the Central
Valley Project customers, but sets a unsound policy and precedent.
This proposal should be rejected and at a minimum words urge
that this Subcommittee take the necessary steps to prevent OMB
from making further changes in the PMA ratemaking and repay-
ment policies without direct approval of Congress. We think Con-
gress sets policy, not OMB.

My third point, the Folsom Dam bridge replacement is unrelated
to the power generation. There is no benefit from this bridge for
water and power users. As detailed in my testimony, it is impor-
tant that Congress make clear that no cost for the Folsom Dam re-
placement bridge be assigned to water and power customers.

Next, CVPIA, the Central Valley Project Improvement Act, re-
view design to effectively implement the Act, and the process in-
cludes stakeholder involvement. We have been involved with the
CVPIA Act for 14 years. The water and power customers have
jump-started this process consistent with the legislation. The De-
partment of Interior’s review of the Central Valley Project Improve-
ment Act activities is an appropriate and necessary process re-
quired to honor the department’s legal responsibilities and should
continue.

This process has included stakeholder involvement to ensure that
the Act is effectively implemented. This has been a two-year proc-
ess within the roundtable, and a small subgroup has been working
to develop the areas where we feel that the Act has been
implemented.
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Next, forecast-based operations needed for optimal management
of Federal facilities. In other words, not spilling more water than
needs to be spilled because if you spill water you spill energy. We
recommend that they switch to a forecast-based operations for the
CVP, would provide the same level of flood protection without spill-
ing water that could be used for power production. That needs to
be reviewed.

Ms. McMoRRiIs. Mr. Pope. Yes, | need to ask you to summarize
and finish your remarks, and then you can probably make more of
your points in the question and answer period.

Mr. PopPe. Thank you. My last remark is that OMB proposal
limit third-party financing for transmission by BPA should be re-
jected.

I do not think I need to say anymore. Thank you.

[The prepared statement of Mr. Pope follows:]

Statement of James H. Pope, General Manager,
Northern California Power Agency

Introduction

Mr. Chairman, members of the subcommittee, thank you for this opportunity to
testify at today’s hearing. | am James H. Pope, General Manager of the Northern
California Power Agency (NCPA), a joint action agency that serves as the supple-
mental power supplier for 15 public power systems that purchase power from the
Western Area Power Administration (Western). For our members—municipal utili-
ties, irrigation and special purpose districts, the Bay Area Rapid Transit System,
and a rural electric cooperative—the power they receive from Western is an integral
part of their power supply, and an essential component in providing their commu-
nities and consumers with reliable and affordable electricity. Given the importance
of Western to our communities and districts, we commend the subcommittee for pro-
viding this important oversight hearing.

Overview

e Western'’s third-party transmission activities require close oversight.

e Bureau of Reclamation’s (Reclamation’s) dam security costs must be reviewed,
controlled and properly allocated.

e The Office of Management and Budget's (OMB'’s) “agency rate” proposal appears
to have a nominal rate impact on CVP customers—but sets an unsound policy
precedent.

e No costs for the Folsom Dam replacement bridge should be assigned to power
and water customers.

e The Administration’s request for Western’s “purchased power and wheeling” ac-
count should be supported.

e OMB'’s initiative to limit third-party financing of Bonneville Power Administra-
tion (BPA) transmission should be rejected. BPA and Western should be encour-
aged to further enhance transmission capability between the Pacific Northwest
and the Pacific Southwest.

e The Department of the Interior’s review of Central Valley Project Improvement
Act (CVPIA) activities should continue.

e The Central Valley Project should switch to Forecast Based Operation.

Background on the Western Area Power Administration and the Central
Valley Project Customers

The federal Central Valley Project (CVP) consists of 11 power plants at federal
multipurpose projects with a combined generating capacity of almost 2,000 MW.
Western also owns almost 900 miles of high-voltage transmission lines that deliver
power from the federal dams to Western’s customers. The costs of the CVP system
are repaid—in full and with interest—by the power customers. In addition, the
power customers pay for significant fish and wildlife measures, and assist in repay-
ment of the irrigation investment. CVP power, on average, meets more than 30%
of NCPA member communities’ and districts’ energy needs.

But this is not a static partnership. Rather, it is one that has grown and evolved:

e CVP customers provided advanced funding for rewinding the generators and re-

placing the turbine runners at Shasta Dam, a collaborative effort that extended
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the life of these units, resulted in an efficiency gain of 2%, and produces an ad-
ditional 98 megawatts of electricity;

e CVP customers, acting through the Transmission Agency of Northern California
(TANC), partnered with Western to construct the California-Oregon Trans-
mission Project, the third major link between California and the Pacific North-
west;

e TANC—comprised of public power systems—played a prominent role in pro-
moting completion of the Path 15 transmission project that relieved congestion
and improved the reliability of the California grid;

e CVP customers provide direct customer financing for important CVP capital and
operational expenditures to ensure that, in light of constrained federal appro-
priations, the facilities continue to operate reliably, efficiently and cost-effec-
tively, and;

e CVP customers worked collectively to create the Sacramento Municipal Utility
District/Western Area Power Administration Control Area to ensure that West-
ern’s transmission facilities operate efficiently and in compliance with the statu-
tory purposes and obligations of the Central Valley Project.

There is an effective partnership between Western and its customers—and the

Subcommittee on Water and Power has played an important role in fostering that
partnership which has produced many public benefits.

Western Area Power Administration-Related Provisions of the Energy
Policy Act

One of the key Western-related features of the Energy Policy Act of 2005 is the
provision authorizing Western to accept third-party funds to construct transmission
facilities. As noted above, NCPA supports, and has participated in, cooperative ar-
rangements with Western to facilitate transmission construction. Partnering with
Western provides a number of advantages, including the ability to integrate with
Western's backbone facilities, use of federal eminent domain authority, and West-
ern’s proven track-record of project design and construction.

As we noted during congressional debate of this provision, however, it is impor-
tant that use of this new authority be used judiciously and appropriately. It is im-
portant that this provision neither distract Western from its core mission of oper-
ating the federal facilities, nor result in the direct or indirect transfer of costs from
third-party transmission projects to federal power customers.

The Subcommittee on Water and Power should provide careful and consistent over-
sight of Western'’s activities under this provision.

Dam Security Costs Must be Reviewed, Controlled and Properly Allocated

Reclamation has incurred significant expenses in its post-September 11 security
program. Historical precedent argues that these security costs should be fully non-
reimbursable (not subject to repayment by CVP customers). Further, the facilities
are on the national critical infrastructure list and, therefore, a small number of citi-
zens should not be responsible for paying for security costs that benefit the entire
nation. However, Reclamation’s May 1, 2005 report to Congress assigned CVP power
customers the obligation to pay for roughly two-thirds of the CVP security costs—
an amount that is not commensurate with the underlying multipurpose project cost
allocation based on the multiple public purposes of these projects.

Congress stipulated in the FY 2006 Energy and Water Development Appropria-
tions Act that only $10 million of the Reclamation’s security costs could be recovered
from water and power customers of the CVP. Reclamation has also been told by the
Congress that it needs to better allocate costs to align with the purpose of the fund-
ing, and provide improved cost accountability and transparency.

NCPA is supportive of an appropriate assignment of CVP security costs to power
customers, provided that the costs are quantifiable and reflect a proper allocation,
and that customers are provided appropriate cost review and input. In fact, there
have been positive developments in this regard as Reclamation now appears ready
to adjust cost allocations so that CVP power customers are assigned a percentage
of costs that match the underlying multipurpose cost allocation.

Yet, there are two remaining areas of concern that warrant congressional review:

e The President's 2007 budget removes the $10 million cost cap on reimbursable
security measures.

e Reclamation seeks to require customers to provide up-front funding for the
power share of these costs. While this mechanism could provide needed cus-
tomer involvement and oversight, this funding tool is being called upon in this
instance without any customer consultation, nor analysis to determine if the ad-
vanced customer funds could be properly credited on their bills. Moreover, the
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customer funding contracts only allow for funding of direct power operations
and maintenance costs—and not multipurpose activities.

NCPA is willing to create a true cost-sharing partnership for Reclamation’s post-
September 11 security costs. In order to succeed, this partnership must provide cus-
tomers with assurance that costs will be legitimate, known and limited. We greatly
appreciate the efforts of Chairman Pombo and Chairman Radanovich to promote a
fair and transparent process, and look forward to continuing to work with this Sub-
committee to advance these objectives.

OMB Interest Rate Adjustment Sets Troubling Precedent

The FY 2007 budget stipulates that the Department of Energy will alter its policy
governing interest rates for investments by the federal power marketing administra-
tions (PMAs), including Western. This change will affect only those facilities, such
as the CVP, where the interest rate is not set by law. Under the proposal, new in-
vestments will incur an interest charge similar to the rate at which federal corpora-
tions borrow funds from the Treasury. The budget claims that this “agency rate”
was .4% higher on average than PMA rates from 1997-2005.

OMB claims this change will have a minimal rate impact—and NCPA is still eval-
uating the rate consequences. However, we are troubled by the precedent of making
significant changes in policy without adequate consultation with and review by Con-
gress. As this Subcommittee knows, over the years OMB—under both Democratic
and Republican Administrations—has attempted to make discriminatory and puni-
tive changes to the rate policies of the federal power marketing agencies. Enabling
major shifts in repayment policies through a simple change in an obscure Depart-
ment of Energy budget directive could result in significant rate increases for con-
sumers, jeopardize the operations and viability of these important multipurpose
projects, and undermine the essential role of Congress in setting and overseeing the
policies affecting the nation’s water and power resources.

Given the history of numerous assaults on PMA rate setting policies, we believe
such changes should only be made with the express consent of Congress. Ideally,
we would hope Congress would reject this incursion in the repayment policies of the
PMAs. At a minimum, the Subcommittee on Water and Power should take nec-
essary steps to convey its dissatisfaction with this presumptive action, and to pre-
vent OMB from making further changes in PMA ratemaking and repayment policies
without the direct approval of Congress.

Folsom Dam Bridge Replacement

NPCA supports efforts to build a new bridge downstream of Folsom Dam to ad-
dress traffic congestion created by the closure of the Folsom Dam road for security
purposes. However, because the bridge project will not provide any benefit to power
and water customers, the costs of the bridge should therefore not be assigned to
these customers for repayment. Assigning costs to project purposes where there is
not a direct and corresponding benefit sets an unsound policy precedent that could
undermine cooperation between stakeholder groups, and jeopardize other project in-
vestments.

The Subcommittee on Water and Power should carefully monitor this process to
ensure that the federal government’s share of the new bridge remains a non-reim-
bursable expense.

Purchased Power and Wheeling

Each year, Western and the other PMAs receive a federal appropriation to cover
the costs of purchasing power to “firm” power sales and arrange for transmission.
In the case of the CVP, Western's purchased power and wheeling (PPW) expenses
have dropped significantly as a result of the post-2004 marketing plan—but the ac-
tivity remains critical for Western to meet its obligations to some of its smaller Cali-
fornia customers, including BART and the Lassen Municipal Utility District. These
PPW appropriations are repaid to the Treasury within the same fiscal year from
revenues collected from PMA customers. In recognition of this fact, Congress ad-
justed the budget rules so that these appropriations do not “score” as part of the
federal budget. Nonetheless, there are often annual debates over the level of the
PPW account.

This year appears to be an exception to the rule, as the FY 2007 budget includes
the appropriations needed to fully fund for Western’s Purchased Power and Wheel-
ing activities for the coming year.

NCPA is pleased that the FY 2007 budget includes an adequate appropriation for
Western's PPW activities and urges Congress to support this amount.
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Third-Party Financing of BPA Transmission Facilities

As the members of this Subcommittee know, California and the Pacific Northwest
are joined at the hip—we are physically integrated, make considerable sales be-
tween the regions to take advantage of seasonal diversity, and support each other
to advance system reliability.

Consequently, investments in the Northwest transmission grid are important for
all of California as well. It is with this in mind that | raise with the Subcommittee
NCPA's concern regarding with the persistent effort of OMB to limit the ability of
BPA to finance and construct needed transmission.

Unlike Western, BPA has direct borrowing authority from the U.S. Treasury to
finance transmission additions and upgrades. Recently, Congress increased that bor-
rowing authority, but directed BPA to seek partnerships with non-federal parties in
order to leverage the limited borrowing authority and include others in the planning
and financing of its facilities. As we have noted, these partnerships have great po-
tential to meet the infrastructure demands of the West—and it is for such purposes
that Congress authorized Western to enter into these types of arrangements.

It is, therefore, highly ironic that after directing BPA to pursue third-party financ-
ing, and granting Western authority to enter into arrangements with third-parties,
that OMB has proposed to undercut this important tool. In July of last year, OMB
sent legislation to Congress, which it reasserts in the FY 2007 budget, that would
count third-party financings against BPA's limited borrowing authority—effectively
denying any value in pursuing these arrangements, and leaving BPA in a precarious
position with only sufficient borrowing authority to meet its infrastructure needs
through 2011.

The Subcommittee on Water and Power should take appropriate action to affirma-
tively reject this treatment of third-party financing of BPA transmission, and encour-
age BPA and Western to participate in further enhancements to transmission capa-
bility between the Pacific Northwest and California.

Review of CVPIA Activities

The Department of Interior’'s review of certain activities under the Central Valley
Project Improvement Act (CVPIA) is receiving considerable attention. Let me take
this opportunity to clarify certain facts:

e CVPIA established a Restoration Fund to be used along with federal and state
appropriations to accomplish 33 specific objectives. CVP water and power cus-
tomers were statutorily obligated to contribute $30 million annually (adjusted
for inflation) to the Restoration Fund.

e Neither the federal nor state financed share of the Restoration Fund has fully
materialized, but to date, CVP water and power contractors have contributed
over $500 million toward the accomplishment of the objectives.

e The CVPIA calls for cutting contributions to the Restoration Fund in half once
the objectives are completed, and Congress expressly anticipated that such ac-
tion would occur within 10 years of enactment.

e It has now been 13 years, and no meaningful review of programmatic accom-
plishments has been conducted, and no metric exists to measure program ac-
complishments.

e NCPA joined with CVP water customers in preparing our own assessment of
the CVPIA accomplishments, and determined that our obligations regarding the
33 objectives have been met.

e The Department of Interior received our analysis and, while it did not choose
to exercise its statutory discretion to reduce Restoration Fund contributions, it
did realize that a rigorous analysis of the program’s status, accomplishments,
goals and objectives was necessary.

e At the direction of the Office of Management and Budget, The Department of
Interior is reviewing the CVPIA Section 3406 objectives as part of the Depart-
ment's Program Assessment Rating Tool (PART) process.

e The Department of Interior’s process is both public and open, with broad stake-
holder participation.

The Department of Interior is conducting this review with broad stakeholder par-

ticipation, and we look forward to the establishment of program objectives, mile-
stones, and measurements to allow for effective implementation of the Act.

Forecast Based Operations

The CVP system plays an important role in providing flood control protection to
the Sacramento Valley and beyond. NCPA believes, however, that the CVP can meet
the same or higher level of flood protection by releasing water based on accurate
weather forecasts rather than through overly stringent adherence to rigid operating
rules.
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Today, the Bureau of Reclamation releases water through the CVP system—at the
direction of the Corps of Engineers—to stay within a storage requirement known as
the “flood control curve.” Under this regime, water is released anytime storage ex-
ceeds a specific amount—without adequate consideration of what the forecast for ad-
ditional precipitation might be in the following days. As a result, we have witnessed
instances in which significant water releases are followed by dramatic flow reduc-
tions, when a more levelized release schedule would have been possible. These high,
unnecessary water releases necessitate bypassing the dam’s power generating facili-
ties, resulting in a loss of generation and power revenues. Similarly, when the res-
ervoir inflows and rain forecast make it highly likely that flood releases are immi-
nent, then increasing flow up to the power plant, rather than bypassing the genera-
tors, would capture more energy.

Let me illustrate this situation. On February 3, the Corps of Engineers directed
Reclamation to release 30,000 cfs from Shasta due to the emergence of a small
storm. These high releases continued until February 8, at which time the flow rate
was reduced to 16,000 cfs. Then flows were reduced to below 10,000 cfs a few days
later. Since only 16,000 cfs can go through the generators, bypasses were required,
and the value of the energy bypassed totaled approximately $3.5 million. Yet, the
weather forecast unequivocally indicated that we would have clear weather after
that small storm. Consequently, if Reclamation had maintained releases at 16,000
cfs, it would have taken a few more days to get within the flood control curve, but
we would have had the same level of flood protection, and would have avoided a
$3.5 million loss of resource value.

Forecasting has improved to the point where we should be capable of making
sound resource and business decisions for flood control releases through Forecast
Based Operations, rather than through an overly strict interpretation of the flood
control curve, and we would urge the Subcommittee on Water and Power to encour-
age the Bureau and Corps to take the necessary steps to implement this methodology.

Conclusion

Western remains a vibrant and important player in promoting a reliable, afford-
able power supply in California and throughout the West. We appreciate the role
of this Subcommittee in maintaining that value, and conducting this important over-
sight hearing.

Thank you for this opportunity to testify, and | welcome your questions.

Ms. McMoRRris. OK, very good.
Mr. Langer.

STATEMENT OF DWIGHT LANGER, GENERAL MANAGER,
NORTH WASCO COUNTY PUBLIC UTILITY DISTRICT, THE
DALLAS, OREGON

Mr. LANGER. Madam Chairman, Members of the Committee, it is
my honor and privilege to have this opportunity to share with you
some serious concerns.

My name is Dwight Langer, and I am General Manager of
Northern Wasco County People’s Utility District in The Dallas,
Oregon.

We concur strongly with the President’s statement in the State
of the Union Address that energy drives our economy and national
security. At Northern Wasco it is part of our philosophy that
energy in all its form, but in particular, electric energy is an essen-
tial service.

We respectfully would add that adequate supplies of energy at
affordable prices are the prerequisites for a vibrant and healthy
economy, which adds to the foundation for maintaining our nation’s
quality of life and security.

There are provisions in the Administration’s Fiscal Year 2007
budget, unfortunately, that are at cross-purposes with that philos-
ophy. My testimony pertains to the 2007 proposed budget for the
Department of Energy Public Enterprise Fund's BPA.
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This proposal would shift the use of revenues for BPA when they
exceed a set amount, and change the rules on BPA debt repayment.
We are alarmed about both the particulars and the public process
concerning the proposed future disposition of revenues from sec-
ondary sales, energy sales by the Bonneville Power Administration.
This proposal is unfair, not consistent with prudent ratemaking
processes or sound business practices.

My message today has three themes: BPA rates have been high
and painful the last few years; two, administrator proposals that
increase short-term rates in the Northwest or that diminish the
value of BPA to the region’s customers are unfair and unaccept-
able, and require congressional review; three, some of BPA's costs,
such as fish mitigation, are excessive, beyond the agency’s control,
and indicative of a lack of an overall plan that makes economic
sense.

In an analysis by the Northwest Power and Conservation Coun-
cil, an independent counsel whose members are appointed by the
respective Governors of Washington, Idaho, Oregon, and Montana,
this budget provision to divert secondary sales revenue away from
stabilizing customer rates and involuntarily moving it to debt re-
payment would have, in part, the following effects:

Revenue collected for Bonneville’s public utility customers would
increase by $145 million average per year; $109 million decrease in
regional personal income; a decrease of 1,120 jobs; additional ef-
fects on aluminum and other energy-intensive industries; $18.5
million decrease in Federal personal income tax revenues to the
government.

The entire region shares the council's concerns. Quite appro-
priately and importantly, the question becomes who should decide
these issues that affect customers’ pocketbooks.

In the past, BPA has run public processes to develop long-term
financial plans, showing many alternatives and with good public
participation. In this instance, if the Administration wants to
abruptly change standing BPA financial practices, it is imperative
that Congress weigh into this matter and determine what is in the
public interest.

We look to Congress to establish the rules of the road, our treas-
ury obligations of BPA. In this case, it is unwise and unfair for
OMB to change these rules without action of Congress.

While we are not against early debt retirement and increasing
borrowing authority, we need to have an open process that is also
sensitive to the retail rates issue. The best interest of the cus-
tomers should come first, not last.

Similarly, we need to stand back and objectively examine the ra-
tionale for counting BPA's third-party debt against the agency’s
U.S. Treasury borrowing authority ceiling even if it is expanded by
200 million in Fiscal Year 2007.

I believe to all BPA customers’ credit, we have weathered the
storm of higher rate, attributed to market conditions, supply avail-
ability, and excessive costs tied to fish mitigation programs. While
local economies have suffered, our obligations to the U.S. Treasury
have been met in full and on time. We need time to heal and to
reshape our local economies to respond to challenges from abroad
and from other regions. We need long-term contracts with BPA
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where we don’t have to worry each year about some administrative
initiative in which we are not consulted. We need the ability to con-
tinue to be successful.

Therefore, we ask your support for binding language to:

One, prevent OMB from repeatedly suggesting changes in rate-
making methodologies and/or the treatment of revenues from the
sale of power and energy by BPA,;

Two, that you include—

Ms. McMoRRIs. Mr. Langer, will you just summarize?

Mr. LANGER. Yes. That you submit language that would prevent
this from happening again.

Thank you for this opportunity.

[The prepared statement of Mr. Langer follows:]

Statement of Dwight Langer, General Manager, Northern Wasco County
People’s Utility District, The Dalles, Oregon

Mr. Chairman and Members of the Committee, it is my honor and privilege to
have this opportunity to share with you some serious concerns concerning current
and proposed federal actions that affect wholesale power rates of the Bonneville
Power Administration.

My name is Dwight Langer and | am General Manager for Northern Wasco Coun-
ty People’s Utility District (a municipal electric utility corporation) in The Dalles,
Oregon. The Dalles is in Oregon’s 2nd Congressional District and very ably rep-
resented by your colleague, Rep. Greg Walden. My utility’s offices look out on the
beautiful Columbia River and are located 85 miles east of Portland, Oregon.

My comments pertain to the Administration’s Fiscal Year 2007 proposed budget
for the Department of Energy, Public Enterprise Funds—BPA. We are alarmed
about both the particulars and the public process concerning the proposed future
disposition of revenues from secondary energy sales by the Bonneville Power Admin-
istration. This proposal would shift the use of revenues for BPA when they exceed
a set amount. It “changes the rules” on BPA debt repayment. The proposal is unfair
and not consistent with the BPA ratemaking processes or sound business practices.
My message today has three themes 1.) BPA rates have been high and painful the
last few years. 2.) Administrative proposals that increase short term rates in the
Northwest or that diminish the value of BPA to the region’s customers, are unfair
and unacceptable, and require Congressional review. 3.) Some of BPA's costs, such
as fish mitigation, are excessive, beyond the Agency’'s control, and indicative of a
lack of an overall plan that makes economic sense.

Northern Wasco PUD is a Full Requirement customer of BPA. Relying upon BPA
as our exclusive wholesale supplier, we provide electrical services to our retail cus-
tomers. Any changes in BPA rates for power supply or transmission services are
passed on directly to our customers. The proposal for change due to “excess sec-
ondary revenue” has been estimated to cause an increase of 10% in BPA's wholesale
rates to public power customers. A 10% BPA rate increase forces our utility to in-
crease retail rates by at least half that amount, plus any increases over time reflect-
ing our local operating costs. In summary, what happens to BPA financially finds
its way directly into the pockets of our retail customers. With nearly 9,000 residen-
tial customers, the Administration’s proposed budget for BPA would extract nearly
$400,000 per year from residential customers within Northern Wasco's service terri-
tory, as well as the compounding economic effects of reduced income and the impact
on the business decisions of energy-intensive industries.

Northern Wasco PUD did not cause the Northwest energy crisis of 2000—2001,
but we suffered the consequences. The combination of failed deregulation in the
electric industry, higher than anticipated BPA loads, and a Northwest drought re-
sulted in BPA Imposing a 46% increase in its base rates on October 1, 2001. BPA
reserves were inadequate to cover higher costs, and as a consequence the Agency
triggered Load Based, Financial Based and Safety Net Cost Recovery Adjustment
Clauses as an increase to the base rate structure. The Agency continues to make
all required payments to the U.S. Treasury, an action which we fully support. How-
ever, this was not without severe economic consequences in Oregon, Washington,
Montana and Idaho attributable to higher rates to assure full Treasury payment.
BPA did what it could to cut costs, by $100 million, undertook refinancings, and ex-
tension of Columbia Generating Station Debt. We commend their efforts. But they
were not nearly sufficient to fully mitigate high market purchases when the Agency
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was resource short, and as a result we were really hurt. We stood by the deal,
though, paid the higher rates, and Bonneville made all Treasury debt repayments.

Now we are in a situation—and this may well be temporary—- where BPA has
secondary resources to sell and market prices are attractive. However, BPA's whole-
sale power rates are still 31% above 2001 base rates, and BPA's initial rate proposal
for FY 07—09 includes an additional increase for next year. Given our current rate
levels, it is inexcusable for OMB to make a determination that funds that would
otherwise be available for rate relief should be siphoned off to pay down BPA debt.
You simply don't make a double house payment of principal when there is not
enough cash available to feed your family.

In an analysis by the Northwest Power and Conservation Council (NWPCC) [an
independent council whose members are appointed by the respective governor’s of
Washington, Idaho, Oregon and Montana] this provision would have in part the fol-
lowing effects:

e $145 million average increase in the annual cost of power from Bonneville to

its publicly owned utility customers

e $109 million decrease in regional personal income

e decrease in regional jobs by 1,120

e additional effects on aluminum and other energy-intensive industries

e $18.5 million decrease in federal personal income tax revenues

The NWPCC goes on to state and | quote, “The proposal sets an alarming prece-
dent by administratively imposing a mechanism on BPA that collects funds for na-
tional deficit reduction purposes. While the impacts we analyzed are relatively small
in the first years of implementation, it appears that the Administration has the abil-
ity to further increase the dollar amounts in future budgets without the need for
authorizing legislation.”

We share the Council’s concerns. But more importantly, the question becomes who
should decide these issues that affect customers’ pocketbooks? In the past BPA has
run public processes to develop a long-term financial plan, showing many alter-
natives, and with good public participation. In this instance, if the Administration
wants to abruptly change long standing BPA financial practices, then it is impera-
tive that Congress weigh into this matter and determine what is in the public inter-
est. We look to Congress to establish the “rules of the road” on Treasury obligations
of BPA. In this case, it is unwise and unfair for OMB to change those rules, without
action by Congress.

While we are not against early debt retirement and increasing borrowing author-
ity, we need to have an open process that is also sensitive to the retail rates issue.
Similarly, we need to stand back and objectively examine the rationale for counting
BPA's third party debt against the Agency’s U.S. Treasury borrowing authority ceil-
ing even if it is expanded by $200 million in FY 2009. Northern Wasco PUD is a
transmission customer of BPA and we recognize the need for the Agency to make
capital intensive investments in infrastructure to preserve and expand our regional
transmission grid. Transmission is our “highway” and absent highways our regional
commerce is significantly impeded.

In addition to discussing the Administration’s budget proposals, | feel the need
to use this opportunity to advise the Subcommittee of one other major variable im-
pacting BPA costs, and consequently our rates. On the surface it seems compelling
to considering BPA as a long-term power supplier, given the value of a hydro sys-
tem, with no fuel costs, compared to other resources. However, BPA's fish and wild-
life program costs of about $340 million represent 20% of the Priority Firm power
rate. In addition, because of the fish related constraints on power production, BPA
foregoes another $350 million in revenues that could otherwise be used to reduce
rates. Fish and wildlife costs have increased 270% in the last ten years alone. These
are our best estimates, but fish costs are difficult for us to track.

In addition through the Corps of Engineers Columbia River Fish Mitigation
Project there are between $1.5 - $1.6 billion of Congressional appropriations for
projects planned through 2014 which the Agency—through its customers—will have
to pay.

But that isn't the end of the story. Federal action agencies have been subject to
continued litigation by outside parties claiming that Federal hydro projects are not
doing enough to protect Endangered Species Act stocks. These litigants have been
successful attacking the value of the hydro system, while other critical recovery plan
components, such as harvest, hatcheries, and habitat appear to receive only cursory
examination.

We are concerned that we are rapidly depleting the value of our hydro system in
pursuit of endeavors not based on the best available science, while forcing more ex-
pensive resource alternatives to be used that have their own negative environmental
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consequences. We need an orderly plan, based upon the best available science that
establishes reasonable limits on ESA financial obligations.

In conclusion, | believe that to all BPA customers’ credit, we have weathered the
storm of higher rates attributable to market conditions, supply availability, and ex-
cessive costs tied to fish mitigation programs. While local economies have suffered,
our obligations to the U.S. Treasury have been met in full and on time. We need
time to heal and to reshape our local economies to respond to challenges from
abroad, and from other regions. We need new long-term contracts with BPA where
we don't have to worry each year about some administrative initiative in which we
were not consulted.

At Northern Wasco it is part of our philosophy that energy in all its forms, but
in particular electric energy, is an essential service. We concur strongly with the
President’s statement in the State of the Union address that energy drives our econ-
omy and national security. We respectfully would add that adequate supplies of
energy at affordable prices are the prerequisites for a vibrant and healthy economy
which adds to the foundation for maintaining our Nation’s quality of life and secu-
rity. This budget proposal for BPA unfortunately appears to be at cross purposes
with that philosophy.

Therefore, we ask your support for binding language to (1) prevent OMB from re-
peatedly suggesting changes in rate making methodologies and/or the treatment of
revenues from the sale of power and energy by the Bonneville Power Administra-
tion; (2) that you include (again) language that OMB will not propose to interfere
with the responsibilities of the customers of the Bonneville Power Administration
without consultation with the congressional delegation of the Pacific Northwest; and
(3) that third party financing for infrastructure cannot be scored against the financ-
ing limits for BPA.

Thank you for the opportunity to testify. | would be pleased to answer any ques-
tions the Members of the Committee may have.

Ms. McMoRRris. Very good. OK, thank you for being here.
Mr. Hosken.

STATEMENT OF CHARLES HOSKEN, GENERAL MANAGER,
IMPERIAL IRRIGATION DISTRICT, IMPERIAL, CALIFORNIA

Mr. HoskeN. Madam Chair, and other Members of the Com-
mittee, my name is Charlie Hosken. | am the new General Man-
ager of Imperial Irrigation District. 11D is a community-owned util-
ity that provides water and electric power to consumers in South-
ern California.

My purpose here today is to oppose the President’s Fiscal Year
2007 budget proposal to require the Western area, Southeastern,
and Southwestern Power Marketing Administrations to raise the
interest rate they charge for future capital investments.

IID has been in the electric business since 1936, and today
serves more than 130,000 homes, businesses, farms, and industries
in the Imperial Valley and parts of Riverside in San Diego Coun-
ties.

IID purchase 32 megawatts of Federal power from the Parker-
Davis Project located on the Colorado River below the Hoover Dam.
Although the Parker-Davis allocation is a relatively small part of
our overall resource portfolio, it is one of our lowest cost resources
and is critical to our ability to maintain affordable electric rates.

Today, Western, Southwestern, and Southeastern charge the
treasury yield interest rate on capital investments in power facili-
ties, which reflects their cost of government borrowing.

The President’s Fiscal Year 2007 budget directs that these three
PMAs instead use the higher government corporation rate that en-
tities like Fannie Mae and Ginnie Mae use. Western tells us that
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this rate will be about half a percentage point higher than the
treasury yield rate.

What the Office of Management and Budget is doing by including
this directive in the budget is to ignore the real cost of borrowing
and use instead a higher proxy cost of borrowing in order to raise
more money from the Federal power customers. This violates the
principles of cost-based pricing and truth-in-borrowing.

OMB recently offered two explanations for its discriminatory
treatment of the interest due on Federal debt for multi-purpose
water projects. By the way, this rationale was not included in the
budget when it was initially sent to Congress.

First, OMB claims that the new power investments at multi-pur-
pose water projects should carry a higher risk premium because
they depend on a revenue stream for repayment. That is actually
nonsense.

Decisions to build multi-purpose projects are integrated deci-
sions. The component parts of these projects are not financed indi-
vidually. The entire project is conceptualized and financed as one.

Second, OMB argues that because the PMAs can repay the Fed-
eral investment on power facilities early, the initial investment is
like a call bond that can be retired early and thus should bear a
higher rate of interest. Again, this is also nonsense.

Any canceled Federal power contract would be replaced imme-
diately by another identical or longer term power sale contract so
the stream of repayment dollars to the treasury would be the same.

We suspect that OMB’s rationale is simply to raise money from
the Federal power customers. OMB is directing these PMAs to
make the interest rate change because it has the power to do so
administratively. 11D thinks that this is a bad precedent and bad
policy. We hope Congress will reject the proposal.

Thank you.

[The prepared statement of Mr. Hosken follows:]

Statement of Charles Hosken, General Manager,
Imperial (CA) Irrigation District

Madame Chairman and Members of the Subcommittee, my name is Charles
Hosken and | am the General Manager of the Imperial Irrigation District (11D). 11D
is a community-owned utility that provides water and electric power to consumers
in southeastern California.

A. Background on IID

11D was established in 1911 under the California Irrigation District Act. Today,
11D is the largest irrigation district in the nation. It provides irrigation water to the
Imperial Valley, which ranks among the top ten agricultural areas in the country.
Ninety-eight percent of the water that 11D transports is used for agriculture in the
Imperial Valley. The remaining two percent is delivered to seven Imperial Valley
cities and to unincorporated residential areas, which treat the water to safe drink-
ing water standards and sell it to their residents.

11D entered into the power business in 1936, when access to electric energy in the
Imperial Valley was very limited and very expensive. Today, IID Energy serves
more than 130,000 homes, businesses and industries in the Imperial Valley and
parts of Riverside and San Diego counties. These areas are experiencing very rapid
growth in electrical demand, with growth rates of nine percent in Riverside County
and six percent in Imperial County. These are among the highest demand increases
in the country.

11D was one of the original contractors for federal power generated from the
Parker-Davis Project and has been a Parker-Davis customer continuously since
1948. The Parker-Davis Project consists of the Parker and Davis Dams located on
the Colorado River below Hoover Dam. The dams are owned and operated by the
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U.S. Bureau of Reclamation; power generated from the projects is marketed by the
Western Area Power Administration (Western).

11D’s allocation of Parker-Davis power is 32 MW, representing approximately five
percent of our resource portfolio. Although the Parker-Davis allocation is a relatively
small part of 11D’s total resources, it is one of our lowest cost resources and, as such,
is critical to our ability to maintain affordable electric rates.

11D’s allocation of Parker-Davis power plays an important role in our local and
regional economy. Unemployment in southeastern California is significantly higher
than the national average and the per capita income of our customers is low. In ad-
dition, the extreme temperatures in this part of California result in higher per cap-
ita energy use than in other parts of the county. For these reasons, 11D pays a great
deal of attention to proposals to change federal power allocation or repayment poli-
cies.

I might add here, on a personal note, that until recently | was the General Man-
ager of the Chelan County (WA) Public Utility District, which is a customer of the
Bonneville Power Administration. During my tenure at Chelan, | was engaged in
a number of battles with the Office of Management and Budget (OMB) over repay-
ment policies for the power marketing administrations.

B. OMB Announcement of Administration’s Intent to Raise Interest Rate on
Future PMA Investments

The President’s Fiscal Year 2007 budget announces the Administration’s intention
to require the Western, Southeastern and Southwestern Power Marketing Adminis-
trations (PMASs) to change the interest rate they charge for future capital invest-
ments in power-related facilities from the “Treasury yield” rate that these PMAs
currently use to the “government corporation” rate that entities like Fannie Mae
and Ginnie Mae use. This new policy will be applied to new power related invest-
ments at projects whose interest rates are not specified in law.

According to Western, the impact of the interest rate increase will be about .4 of
one percent. This will translate to an increase in costs to the Parker-Davis Project
of about $1.8 million over five years. While the amount of money at stake might
seem small, there are very important principles at stake. Those principles are 1) the
application of cost-based pricing for federal power; and 2) “truth in borrowing” or
“truth in repayment.”

C. Fallacies with Administration Plan

The foundation of the federal power program is that power is sold at cost-based
rates. The real interest cost to the government for a water or power project is the
cost the government incurs when it builds a project.

If a government corporation, like Ginnie Mae or Fannie Mae, builds a project, the
real interest cost is the government corporation’s interest rate at the time of con-
struction.

On the other hand, if the federal government itself builds a project, such as a
water and power project, the real interest cost is the government’s borrowing cost
at the time of construction.

In the case of new capital investments in the Parker-Davis Project and the other
federal power projects that will be affected by this interest rate change, the federal
government itself will be the borrower. So, the actual government borrowing rate
should apply—not some “proxy” rate as proposed by the Administration.

This change is proposed, apparently, in a scramble for additional revenue. Using
the same rationale (“the more cash the better”) and applying the same justification
for the current proposal, the Administration could just as easily have chosen Wall
Street’s prime rate or the rate credit card companies charge the government on gov-
ernment-issue credit cards.

To justify the interest rate increase, the Administration notes that the Bonneville
Power Administration pays the “government corporation” rate on its new invest-
ments. While true, the explanation in no way amounts to a justification for the Ad-
ministration’s proposal. What the Administration failed to say is that the BPA inter-
est rate was part of a package of legislative changes that the Northwest delegation
proposed and enacted almost ten years ago, to restructure BPA's overall debt to ad-
dress concerns about cost recovery. No debt restructuring is involved here, so the
BPA example is not relevant. It certainly supplies no rationale for the Administra-
tion’s proposal to depart from the principles of cost-based pricing for PMAs and the
federal government’s departure from the principle of “truth in borrowing.”

D. Recent OMB Explanations of Change in Administration Policy.

We understand that OMB has recently offered two explanations for its discrimina-
tory treatment of the interest due on federal debt for multi-purpose water projects
which were not included in the budget package sent to Congress. First, it argues
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that the investments should carry a higher risk premium because they depend on
a revenue stream for repayment. Second, OMB argues that since PMAs can repay
power feature investments early, investments which depend on them for repayment
are akin to investments financed through “call” bonds (implying the possibility of
early debt retirement). The Treasury currently does not use “call” bonds, but if did,
OMB argues that Treasury would have to pay a higher interest premium on them.
Thus, OMB argues, power customers should also pay a higher interest rate on in-
vestments costs allocated to the power function of multipurpose projects.

Neither argument has anything to do with federal decisions to develop natural re-
sources or the federal government’s borrowing cost at the time multipurpose water
projects were constructed. They advance never-before-heard theories which are odd,
at best, and which read more like after-the-fact attempts to justify the Administra-
tion’s announced intention of revenue enhancement rather than justifications for de-
termining the interest rate attributable to reimbursable features of multi-purpose
water projects.

Multi-purpose water projects are fundamental investments in the nation’s infra-
structure and natural resources to yield navigation, flood control, irrigation, recre-
ation and power benefits. The decisions to build them are integrated and, once the
benefit-cost ratios of their features are established, there is no separate conceptual-
izing or financing of their component parts. The benefits they produce, including
electricity, occur no matter what, and the cost-based rates charged for the power
produced removes all market risk of non-sale. Finally, the justification for a higher
risk being attributed to power features because a power contractor’s contract might
be “called” early is nonsensical. Any cancelled power contract would be replaced im-
mediately by another identical or longer-term power sale contract so the stream of
repayment dollars would be identical to the federal government.

E. Recapitulation

What is the rationale for this discriminatory treatment? Essentially, OMB chose
to increase interest rates for the Parker Davis and Central Valley Projects because
it could.® The interest rates for the other projects are set by statute, and OMB could
not reach them through an administrative decision.

Recognizing the value of cost-based federal power to consumers, Congress has re-
peatedly rejected OMB initiatives to change PMA rate-setting policy. This year,
OMB is trying a different tack: proposing administrative changes that will not re-
quire Congressional approval. We think this sets a very bad precedent for federal
power rates, and we encourage this body to reject the proposal.

Ms. McMorRris. Thank you.
Mr. Graves.

STATEMENT OF THOMAS GRAVES, EXECUTIVE DIRECTOR,
MID-WEST ELECTRIC CONSUMERS ASSOCIATION, WHEAT
RIDGE, COLORADO

Mr. GRAVES. Thank you, Madam Chairman and Members of the
Committee. | am Thomas Graves, Executive Director of the Mid-
West Electric Consumers Association in Wheat Ridge, Colorado. |
also serve as the Chairman of the National Preference Customer
Committee of the National Rural Electric Cooperative Association.
We certainly appreciate the opportunity to testify before the Sub-
committee today on the Federal power program.

Mid-West was founded in 1958 as the regional coalition of
consumer-owned electric utilities in the Missouri River Basin that
purchased hydropower generated at Federal multi-purpose projects
in the basin and marketed by the Western Area Power Administra-
tion under the Pick-Sloan Missouri Basin Program.

11 would also point out that, in Western's service area, the OMB proposal would only apply
to the Parker-Davis Project and the Central Valley Project. It would not apply to the Pick-Sloan
Project, to Hoover Dam, to the Colorado River Storage Project or to the Fryingpan-Arkansas
Project.
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The Administration’s budget request for Fiscal Year 2007 in-
cludes three troubling issues to the Federal power program, trou-
bling in substance and troubling in process. They are proposing to
administratively change the interest rate on new Federal power in-
vestments. They are proposing to reallocate certain irrigation costs
in the Pick-Sloan Missouri Basin Program, and they are also pro-
posing to administratively change the management of secondary
revenues for the Bonneville Power Administration.

Historically, the interest rates charged on Federal power invest-
ment has been the Treasury's long-term rate yield. The Treasury
provides this data to PMAs every year for the interest rate to be
charged for investment booked in that year. Those investment cost
plus interest are repaid to the Treasury through power rates
charged to Federal power customers.

Now the Administration proposed to charge an agency rate which
they say is the rate charged to governmental corporations. That is
great, except the Federal Power Marketing Administrations are not
government corporations. They do not have the same authorities or
the same responsibilities. They do not have borrowing authority.

The Power Marketing Administrations are Federal agencies
within the Department of Energy and are funded annually by con-
gressional appropriations.

The current practice of using Treasury’s long-term yield rate has
worked well, and it is wrong to assign an interest rate formula for
government corporation to Federal agencies that are in fact not
government corporations.

The proposed reallocation of the Pick-Sloan Missouri Basin irri-
gation investment is apparently a rehash of a similar proposal in
last year’s budget request. It is quite hard to tell exactly what is
proposed since, again, there is no legislative language or even a de-
tailed explanation of this proposal.

The short explanations in the budget are inconsistent. Once sec-
tion calls for repayment of construction costs. Another section calls
for repayment of construction and operation costs. It is simply im-
possible for us to parse this issue until we know exactly what is
being proposed.

The budget request erroneously states that Pick-Sloan power cus-
tomers have not heretofore been responsible for repaying these
costs. Pick-Sloan customers are responsible for repaying all the
costs of the power investment, joint costs allocated to the power
function and a huge portion of the investment costs related to irri-
gation. Currently in our rate there is some $727 million related to
irrigation development that is the responsibility of the Federal
power customers under aid to irrigation.

These repayment obligations have been organized under the con-
cept of ultimate development which sets the schedule and timing
for the repayment of these investments.

The budget process remains an inappropriate forum to undertake
a reform of this sort of magnitude. The allocation and repayment
of the Federal investment in Pick-Sloan Missouri Basin program is
extremely complex, and is the result of years of negotiations in the
basin. It cannot be easily undone.

The consequences of tinkering with ultimate development go far
beyond any financial spreadsheet that OMB may be looking at.
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In the first session of this Congress, a bipartisan delegation of
Members of Congress from the region and from the full committee
here expressed their opposition to this proposal. Those reasons re-
main valid today.

The Administration also currently plans to implement adminis-
tratively a change in Bonneville’s repayment practices. This is in-
correct. Administrative approaches to changing the Federal power
program we find strongly objectionable. We oppose any attempts to
remove Congress from its historical role in providing oversight and
policy direction for the Federal power program.

The National Rural Electric Cooperative Association recently
adopted a resolution to that effect. A copy is attached to my testi-
mony.

We are well aware of the budget difficulties facing Congress on
the issue of deficits that you confront every day. Deficits force
unenviable choices in curtailing government spending. For the
PMAs, limited budgets and earmarks can mean changes in pro-
grams. We think there is a better way to do this.

The annual costs of the Power Marketing Administrations are
turned to the Treasury every year in which they are incurred. The
budget process does not recognize this. We would suggest for the
annual costs of the PMAs a net-zero appropriation that recognizes
this is a not a permanent outlay would assist the Congress in deal-
ing with its responsibilities while maintaining the integrity and re-
liability of the Federal power program.

Thank you.

[The prepared statement of Mr. Graves follows:]

Statement of Thomas P. Graves, Executive Director,
Mid-West Electric Consumers Association, Wheat Ridge, Colorado

Good afternoon, Mr. Chairman. I am Thomas Graves, Executive Director of the
Mid-West Electric Consumers Association, headquartered in Wheat Ridge, Colorado.
| also serve as chairman of the National Preference Customer Committee of the Na-
tional Rural Electric Cooperative Association. We appreciate the opportunity to tes-
tify today before the House Resources Subcommittee on Water and Power on the
federal power program.

Mid-West was founded in 1958 as the regional coalition of consumer-owned elec-
tric utilities—rural electric cooperatives, municipal electric utilities, and public
power districts—that purchase hydropower generated at federal multi-purpose
projects operated by the U.S. Army Corps of Engineers and the U.S. Bureau of Rec-
lamation. Mid-West members utilize federal hydropower marketed by the Western
Area Power Administration under the Pick-Sloan Missouri Basin Program in nine
states—Montana, Wyoming, Colorado, North Dakota, South Dakota, Nebraska, Kan-
sas, Minnesota, and lowa.

The National Preference Customer Committee of the National Rural Electric Co-
operative Association is comprised of federal power customers across the country
and their regional associations.

The Administration’s Budget Request for Fiscal Year 2007 includes three trou-
bling proposals relating to the federal power program:

e Changing the interest rate on new federal power investments;

e Reallocating certain irrigation costs in the Pick-Sloan Missouri Basin Program;

and

e Changing the management of secondary revenues of the Bonneville Power Ad-

ministration.

Historically, the interest charged on federal power investment has been the U.S.
Treasury's long-term yield rate. Each year, the Treasury provides to the Power Mar-
keting Administrations the interest rate to be charged for investments made in that
year. Those investment costs plus interest are repaid to the Treasury through power
rates charged to federal power customers.
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Now, the Administration has stated that it intends to change that practice and
charge the “agency rate,” which is the rate charged to governmental corporations.
The difference between this rate and Treasury’s long-term yield rate is described as
“small,” averaging about .4 per cent, which would garner about $2-3 million per year
from federal projects where the interest rate is not set by law.

The federal Power Marketing Administrations—Western, Southeastern, and
Southwestern are not government corporations. They do not have borrowing author-
ity or other authorities available to government corporations. The Power Marketing
Administrations are federal agencies within the Department of Energy and are
funded annually by congressional appropriations.

The current practice of using Treasury’'s long-term yield rate has worked well for
decades. It is wrong to assign an interest rate formula for a government corporation
to federal agencies that are not government corporations.

The proposed reallocation and acceleration of Pick-Sloan Missouri Basin invest-
ment is apparently a rehash of a similar proposal in last year's Budget Request. It
is hard to tell exactly what is proposed since there is no legislative language or even
a detailed explanation of the proposal.

The short “explanations” that have been offered are inconsistent. One section of
the Budget calls for repayment of vaguely defined construction costs—"‘Power cus-
tomers will be responsible for repayment of all construction from which they ben-
efit.” (p. 188 Department of Interior: Mandatory Proposal Recover Pick-Sloan Project
Costs). However, Bureau of Reclamation Highlights (BH- 36) calls for “repayment
of construction and operations costs...”

The Budget Request erroneously states that Pick-Sloan power customers have not
heretofore been responsible for repaying these costs. Pick-Sloan power customers are
responsible for repaying all the costs of the power investment, joint costs allocated
to the power function, and a huge portion of investment related to irrigation. These
repayment obligations have been organized under the “ultimate development”
concept.

Most simply put, the Administration’s Budget Request would destroy the ultimate
development concept that allocates costs among the various project purposes and de-
termines repayment practices.

The budget process remains an inappropriate forum to undertake a reform of that
magnitude. The allocation and repayment of federal investment in the Pick-Sloan
Missouri Basin Program is an extremely complex issue that is the result of years
of negotiations in the basin. It cannot be easily undone. The consequences of tin-
kering with ultimate development go far beyond any financial spreadsheet.

In the first session of this Congress, a bi-partisan delegation of Members of Con-
gress from the region and from the full committee expressed their opposition to this
proposal. Those reasons are still valid.

The Administration currently plans to implement the change in Bonneville’s re-
payment practices and imposition of higher interest rates for PMA power-related in-
vestment through administrative actions rather than seeking Congressional en-
dorsement and action.

We strongly object to any attempts to remove Congress from its historical role in
providing oversight and policy direction for the federal power program. The National
Rural Electric Cooperative Association passed a resolution at its annual meeting
last month opposing these changes. A copy is attached.

We are well aware of the budget difficulties Congress faces. Deficits force
unenviable choices in curtailing government spending. For the Power Marketing Ad-
ministrations, limited budgets have been further curtailed by earmarks in construc-
tion programs for new work not included in its proposed budgets. Last year, West-
ern had some $6 million earmarked for projects not in the current work plan. With-
out additional appropriations, that sort of earmarking can wreak havoc with plan-
ning PMA construction projects.

Federal power customers have worked diligently to help maintain the reliability
of the federal power systems. The Western Area Power Administration, for example,
has over 17,000 miles of high voltage transmission facilities in fifteen states that
serve all utilities in the region.

In Pick-Sloan, we have established the Western States Power Corporation to pro-
vide stop-gap funding for critical projects whose funding is precluded by the deficit
issues confronting Congress. Other regions have established similar financial mech-
anisms to deal with funding shortfalls. That being said, none is in a position to
shoulder all the funding needs of the PMA’s and federal generating agencies.

Federal power customers are also partnering with the Power Marketing Adminis-
trations in ensuring adequate transmission. The recently completed Path 15 in Cali-
fornia is but one example of this sort of collaborative relationship. In Pick-Sloan,
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Tri-State G & T and WAPA are working together to develop much needed trans-
mission through the East Plains Transmission Project.

Mid-West thinks there are approaches to funding the federal power program that
would ensure adequate funding for the Power Marketing Administrations, while
preserving Congress’ role in determining budget levels and oversight. Federal power
customers believe strongly in the role of Congress and the federal power program.

The budgets of the PMA'’s can be divided into two major categories—capital in-
vestment and annual expenses. Both of these categories are funded through congres-
sional appropriations. Both of these categories repay those costs to the U.S. Treas-
ury.

The annual expenses of the PMA’'s—program direction and operations and main-
tenance—are funded by congressional appropriations each year, but are “scored” as
if they are permanent outlays of money. Those dollars are returned to the U.S.
Treasury by the end of that fiscal year.

So, in reality, the annual costs of the PMAs have no impact on federal deficits.
Sadly, the congressional budget process does not recognize this. As a consequence,
PMA'’s find their annual budgets curtailed by appropriations committees’ spending
allocations or reduced by deficit reduction measures.

The current funding practice does not contribute to Congress’ management of fed-
eral deficits and threatens the reliability of the federal power program.

Mid-West suggests that a “net-zero” appropriation for the PMA’s annual expenses
recognizes the fact that these costs are not a permanent federal outlay of monies
and helps to ensure that the PMAs will have adequate resources to fulfill their mis-
sion. In fact, last year, the Administration included this concept in their Budget Re-
quest to Congress. The Federal Energy Regulatory Commission is currently funded
by such a mechanism.

A net-zero appropriation would maintain congressional budget authority. The
PMAs would still submit a budget to Congress. Congress would still set the spend-
ing levels for these annual costs, as well as PMAS’ capital programs. Congress would
maintain all of its oversight authorities as well.

Federal power customers wouldn't have it any other way.

Thank you.

[Attachments submitted for the record by Mr. Graves follow:]
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@uongress of the Nnited States
Washington, BE 20515

May 27, 2005

The Honorable Richard Pombo, Chairman
The Honorable Nick Rahall, Ranking Member
House Committee on Resources

1324 Longworth HOB

Washington, DC 20515

Dear Chairman Pombo and Ranking Member Rahall:

As the Resources Committee moves to meet reconciliation mandates set forth in the FY 2006
House Budget Resolution, we urge the committee to reject any proposal to raise power rates for
consumers receiving electricity from federal generating facilities within the Pick-Sloan Missouri
River Basin project (Pick-Sloan).

In its FY 2006 budget request, the Administration proposed redistributing the repayment costs of
dams and power plants within Pick-Sloan to the power customers in the multi-state area in which
they serve. The proposal states “approximately $500 million of unpaid construction and
operation costs could be recovered from power customers who benefit from the finished
Jacilities.” According to a 1997 Department of the Interior (DOI) report, redistributing these
costs could lead to an almost 20 percent power rate increase in the Pick-Sioan region. This
severe rate increase would be felt most in many rural communities in seven states already
suffering through severe drought conditions, depressing any hopes of an economic recovery in
areas of Montana, North Dakota, South Dakota, Wyoming, Kansas, Nebraska, Colorado,
Minnesota and Jowa. These same communities would feel a double hit if the Administration’s
market-rate proposal for the Power Marketing Administrations is enacted.

The Administration’s proposal fails to recognize that the construction of the Pick-Sloan facilities
benefits not only the recipients of power in the Upper Pick-Sloan region but provides flood
control, navigation, recreation, and water for irrigation, municipal and industrial use. By placing
additional costs only on the federal power customers, the Adminis